Report of the auditor-general to the Northern Cape 
Provincial Legislature and the council on 
Thembelihle local municipality 

Report on the financial statements 
Introduction 

1 . I have audited the financial statements of the Thembelihle Local municipality set out on 
pages . . . to . . . which comprise the statement of financial position as at 30 June 2016, 
the statement of financial performance, statement of changes in net assets, cash flow 
statement and the statement of comparison of budget and actual amounts for the year 
then ended, as well as the notes, comprising a summary of significant accounting 
policies and other explanatory information. 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2015 (Act No. 1 of 2015) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 


Auditor-general’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my 
audit. I conducted my audit in accordance with International Standards on Auditing. 
Those standards require that I comply with ethical requirements, and plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation 
and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of accounting 


estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 


5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide 
a basis for my qualified audit opinion. 

Basis for qualified opinion 

Revenue from non-exchange transactions 

6. The municipality did not have adequate systems in place to account for the revenue 
from conditional grants in accordance with GRAP 23, Revenue from non-exchange 
transactions because there were differences between the amount that is disclosed as 
government grants and subsidies in note 35 and the amount disclosed in the statement 
of financial performance as revenue from the government grants and subsidies. The 
effect on the financial statements was that revenue from non-exchange transactions 
was overstated by R 7 061 510. Additionally, there is a consequential impact on the 
surplus for the period and on the accumulated surplus. 

7. The municipality did not measure revenue from non-exchange transactions (fines, 
penalties and forfeits) in accordance with GRAP 23, Revenue from non-exchange 
transactions and iGRAP,1 Applying the probability test on initial recognition of revenue, 
because the municipality recognised revenue from non-exchange transactions (fines, 
penalties and forfeits) on a cash basis. Additionally I was unable to obtain sufficient 
appropriate audit evidence for fines, penalties and forfeits because I could not trace the 
receipts of fines to the general ledger. I could not confirm the fines, penalties and forfeits 
by alternative means. Consequently, I was unable to determine whether any adjustment 
to revenue from non-exchange transactions (fines, penalties and forfeits) stated at 
R609 645 (2015: R3 466 184) in note 36 to the financial statements. 

8. I was unable to obtain sufficient appropriate audit evidence whether the municipality 
amended or prepared the supplementary valuation roll during the year in accordance 
with section 77 of the Municipal Property Rates Act (MPRA), 2004 (Act No. 6 of 2004). I 
was unable to confirm the property rates by alternative means. Consequently, I was 
unable to determine whether any adjustment to property rates and receivables from 
non-exchange transactions stated at R3 137 037 and R717 925 in notes 34 and 5 
respectively, in the financial statements were necessary. 


Receivables from non-exchange transactions 

9. I was unable to obtain sufficient appropriate audit evidence regarding receivables from 
non-exchange transactions (fines, penalties and forfeits) and the related provision for 
doubtful debts due to the status of the accounting records and non-submission of the 
supporting documentation. I was unable to confirm the receivables from non-exchange 
transactions (fines, penalties and forfeits) and the related provision by alternative 
means. Consequently, I was unable to determine whether any adjustment relating to 
receivables from non-exchange transactions (fines, penalties and forfeits) stated at 



R3 460 741(2015: R 3 372 000) and the related provision stated at R 2 917 054 (2015: 
R2 917 054) in note 5 to the financial statements was necessary. 


Property Plant and equipment 

10. The municipality did not assess whether there is any indication that property, plant and 
equipment might be impaired in accordance with GRAP 26, Impairment of cash- 
generating assets. The effect on the financial statements was that property plant and 
equipment was understated by R5 875 984. Additionally, there was a resultant impact on 
the surplus for the period and on the accumulated surplus. 


Unspent conditional grants and receipts 

1 1 . The municipality did not have adequate systems in place to properly account for 

unspent conditional grants and receipts in note 21 to the financial statements. The effect 
on the financial statements was that the unspent conditional grants and receipts were 
understated by R4 882 489. In addition I was unable to obtain sufficient appropriate 
audit evidence that the Regional Bulk Infrastructure Grant (RBIG) had been properly 
accounted for. I was unable to confirm the RBIG by alternative means. Consequently, I 
was unable to determine whether any adjustment to unspent conditional grants and 
receipts stated at R1 389 682 (2015: R6 785 456) in note 21 to the financial statements 
was necessary. 


Commitments 

12. I was unable to obtain sufficient appropriate audit evidence regarding commitments 
contracted but not yet provided for as the municipality did not have adequate systems to 
maintain records of commitments. I was unable to confirm the commitments contracted 
but not yet provided for by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to the commitments contracted but not yet provided for 
stated at R21 327 819 in note 52 of the financial statements was necessary. 

Budget comparison 

13. The municipality did not have adequate systems in place to properly account for 
budgeted amounts disclosed in the statement of comparison of budget and actual 
amounts in accordance with GRAP 24,’ Presentation of budget information in financial 
statements, because the municipality used the figures from the prior year budget. The 
impact on the financial statements is that variances analysis will not be correct. 



Aggregation of immaterial uncorrected misstatements 

14. The financial statements were materially misstated due to the cumulative effect of 
numerous individually immaterial uncorrected misstatements in the following items 
included in the statement of financial position and the statement of financial 
performance: 

• Expenditure reflected as R1 7 713 597 was overstated by R2 339 058 


In addition, I was unable to obtain sufficient appropriate audit evidence and to confirm 
the following items by alternative means: 

• Expenditure of R1 835 838 as included in the disclosed balance of R1 7 713 597 

Consequently, I was unable to determine whether any adjustment to these items was 
necessary. 

Qualified opinion 

15. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Thembelihle Local Municipality as at 30 June 2016 and its 
financial performance and cash flows for the year then ended, in accordance with the 
SA standards of GRAP and the requirements of the MFMA and DoRA. 

Emphasis of matters 

16. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Irregular expenditure 

17. As disclosed in note 61 to the financial statements, the municipality incurred irregular 
expenditure amounting to R23 984 767 (2015: R 7 416 312) in contravention of supply 
chain management laws and regulations. 

Restatement of corresponding figures 

18. As disclosed in note 55 of the financial statements, the corresponding figures for 30 
June 2015 have been restated as a result of an error discovered during 2016 in the 
financial statements of the municipality at, and for the year ended, 30 June 2015. 



significant uncertainties 

19. With reference to note 53 of the financial statements, the municipality is the defendant in 
a litigation process pertaining to traffic revenue. No response has been received from 
the claimant. The ultimate outcome of this matter cannot presently be determined and 
no provision for any liability that may result has been made in the financial statements. 

Material Losses 

material losses were reported 

at 56 /. (2016: 58%) and 36% (201 5: 49%) incurred as a result of distribution losses 
relating to unaccounted water and electricity, respectively. 

Additional matters 

21 . I draw attention to the matters below. My opinion is not modified in respect of these 
rn3ti©rs. 

Unaudited disclosure notes 

22. In terms of section 125 ( 2 ) (e) of the MFMA, the municipality is required to disclose 

particulars of non-compliance with the MFMA. This disclosure requirement did not form 

part of the audit of the financial statements and accordingly we do not express an 
opinion thereon. 

Unaudited supplementary schedules 

23. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedule(s) and, accordingly, we do not express an opinion thereon. 

Report on other legal and regulatory requirements 

24. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) and 

eL^H " responsibility to report findings on the 

eported performance information against predetermined objectives of selected 

deve opment priorities presented in the annual performance report, compliance with 
egislation and internal control. The objective of my tests was to identify reportable 
findings as described under each sub-heading but not to gather evidence to express 

fhesTmaL^rs opinion or conclusion on 



25. The annual performance report of the municipality was not presented for auditing and 
consequently my findings below are limited to the procedures performed in respect of the 
following selected development priorities as contained in the strategic planning and 
performance management documents: 

a. Development Priority 1 : Local Economic Development on pages xx to xx 

b. Development Priority 2: Basic Service delivery on pages xx to xx 

c. Development Priority 3: Municipal Transformation and Institutional 
Development on pages xx to xx 

26. 1 assessed the information to determine whether the performance indicators and targets 
were well defined, verifiable, specific, measurable, time bound and relevant, as required 
by the National Treasury’s Framework for managing programme performance 
information (FMPPI). 

27. The material findings in respect of the selected development priorities are as follows: 

Development Priority 1: Local Economic Development 

Usefulness of performance information 

Measurability of indicators and targets 

28. The measurability of 100% of the planned targets and indicators could not be assessed 
due to a lack of technical indicator descriptions and proper systems and processes, as 
the municipality does not have an individual responsible for the management of 
performance information. 

Relevance of indicators and targets 

29. The FMPPI requires indicators to relate logically and directly to an aspect of the 
auditee’s mandate and the realisation of strategic goals and objectives. The relevance of 
100% indicators could not be assessed due to a lack of corroborative supporting 
evidence to verify management’s explanation why the indicators were considered 
important and relevant to the realisation of strategic goals and objectives. 



Development Priority 2: Basic Service delivery 

Usefulness of performance information 

Measurability of indicators and targets 

30. The measurability of 100% of the planned targets and indicators could not be assessed 
due to a lack of technical indicator descriptions and proper systems and processes, as 
the municipality does not have an individual responsible for the management of 
performance information. 

Relevance of indicators and targets 

31 . The FMPPI requires indicators to relate logically and directly to an aspect of the 
auditee’s mandate and the realisation of strategic goals and objectives. The relevance of 
1 00% indicators could not be assessed due to a lack of corroborative supporting 
evidence to verify management’s explanation why the indicators were considered 
important and relevant to the realisation of strategic goals and objectives. 

Development Priority 3: Municipal Transformation and Institutional 
Development 

Usefulness of performance information 

Measurability of indicators and targets 

32. The measurability of 100% of the planned targets and indicators could not be assessed 
due to a lack of technical indicator descriptions and proper systems and processes, as 
the municipality does not have an individual responsible for the management of 
performance information. 

Relevance of indicators and targets 

33. The FMPPI requires indicators to relate logically and directly to an aspect of the 
auditee’s mandate and the realisation of strategic goals and objectives. The relevance of 
100% indicators could not be assessed due to a lack of corroborative supporting 
evidence to verify management’s explanation why the indicators were considered 
important and relevant to the realisation of strategic goals and objectives. 


Compliance with legislation 

34. 1 performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 




strategic planning and performance management 

35. The adopted IDP did not reflect and identify the key performance indicators and targets 
as required by sections 26 and 41 of the Municipal Systems Act, as well as Municipal 
planning and performance management regulation 2(1) and 2(3)(a-c). 

36. Performance targets were not set for each of the key performance indicators for the 
financial year as required by section 41(1 )(b) of the MSA and the Municipal planning and 
performance management regulations 12(1) and 12(2)(e). 

37. The IDP was not drafted by taking into account the integrated development processes 
and proposals submitted by the district municipality as required by section 29(3)(b) of the 
MSA. 

38. The municipality did not establish a performance management system as required by 
section 38(a) of the MSA or the Municipal planning and performance management 
regulation (8) 

Financial statements, performance and annual reports 

39. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of payables identified by the auditors in the submitted financial 
statements were subsequently corrected and/or the supporting records were provided 
subsequently, but the uncorrected material misstatements and/ or supporting records 
that could not be provided resulted in the financial statements receiving a qualified audit 
opinion. 

40. The 2014/15 annual report was not tabled in the municipal council within seven months 
after the end of the financial year, as required by section 127(2) of the MFMA. 

41. The annual performance report was not prepared for the financial period under review, 
as required by section 46 of the MSA. 

Procurement and contract management 

42. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations, in contravention of SCM regulation 17(a) and (c). 

43. Quotations were accepted from prospective providers who were not on the list of 
accredited prospective providers and did not meet the listing requirements prescribed by 
the SCM policy, in contravention of SCM regulations 16(b) and 17(b). 

44. Contracts were awarded to providers whose tax matters had not been declared by the 
South African Revenue Service to be in order, in contravention of SCM regulation 43. 

45. Contracts were awarded to bidders who did not submit a declaration on whether they are 
employed by the state or connected to any person employed by the state, as required by 
SCM regulation 13(c). 



46. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

47. The preference point system was not applied in all procurement of goods and services 
above R30 000, as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and SCM regulation 28(1 ){a). 

Human resource management and compensation 

48. The competencies of the head of supply chain, financial and supply chain management 
officials were not assessed in a timely manner in order to identify and address gaps in 
competency levels as required by Municipal Regulations on Minimum Competency 
Levels 13. 

49. Sufficient appropriate audit evidence could not be obtained that newly appointed 
managers directly accountable to municipal managers submitted original or certified 
copies of academic and professional qualifications, proof of previous employment and 
disclosure of financial interests prior to appointment as per the requirements of 
regulation 4 of GNR 805. 

50. The senior managers directly accountable to the municipal manager did not sign 
performance agreements, as required by section 57(2)(a) of the Municipal Systems Act. 

51. The municipality did not develop and adopt appropriate systems (policies) and 
procedures to monitor measure and evaluate performance of staff in contravention of 
section 67(d) of the Municipal Systems Act. 


Expenditure management 

52. Reasonable steps were not taken to prevent irregular expenditure and fruitless and 
wasteful expenditure, as required by section 62(1 )(d) of the MFMA. 

53. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

Conditional grants received 

54. The municipality did not evaluate Its performance in respect of programmes funded by 
the Municipal Infrastructure Grant (MIG) and Regional Bulk Infrastructure Grant (RBIG) 
allocation, as required by section 12(5) of the DoRA. 

Asset management 

55. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 



Consequence management 

56. Unauthorised expenditure incurred by the municipality was not investigated to determine 
if any person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 

57. Irregular and fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine if any person is liable for the expenditure, as required by 
section 32{2)(b) of the MFMA. 

Internal control 

58. 1 considered internal control relevant to my audit of the financial statements, and 
compliance with legislation. The matters reported below are limited to the significant 
internal control deficiencies that resulted in the basis for qualified opinion, the findings on 
compliance with legislation included in this report. 


Leadership 

59. Although the municipality has an MM, the CFO position was left vacant for the major part 
of the financial year and the other senior manager’s positions were also vacant. The 
leadership instability and breakdown of the internal control structures within the 
municipality has impacted the operations of the municipality negatively. 

60. The vacancies in key senior management positions have contributed to the dire 
situation at the municipality as no measures were taken to prevent unauthorised, 

irregular and fruitless and wasteful expenditure or investigate this expenditure once 
incurred. 

61. Leadership did not exercise oversight responsibility regarding financial and performance 
reporting, compliance and related internal controls as there were repeat findings on 
financial statements, compliance with regulations and performance information. 

Adequate time has not been set aside by the accounting officer and acting CFO to 
ensure that all internal controls are working as intended. 

62. There are no standard operating procedures in place that will assist in ensuring the 
validity, accuracy, completeness and consistency of performance information reporting, 
with respect to service delivery. This is evident because the annual performance report 
was not submitted for audit purposes. 

63. Action plans to address the external audit findings were not developed and implemented 
timeously. Adherence to the plan was not effectively monitored by an appropriate level 
of management. This has resulted in recurring financial, non-compliance and 
performance management findings in the current year. 


Financial and performance management 

64. In terms of our engagement letter, we agreed that all information requested for purposes 
of the audit would be submitted within 3 working days of the request by the auditors. 



Despite this agreement, management did not supply the documentation within the 
agreed upon timeframes. 

65. Proper record keeping was not implemented in a timely manner to ensure that complete, 
relevant and accurate information is accessible and readily available to support 
financial and performance reporting. Supporting documentation required to support 
revenue, revenue, non-current assets and commitments was not provided. 

66. Controls over daily and monthly processing and reconciling of transactions were not 
implemented for non-current assets, revenue, expenditure and commitments. 
Management did not prepare regular, accurate and complete financial and performance 
reports that are supported and evidenced by reliable information for revenue, non- 
current assets and commitments. In addition, officials involved in the process of setting 
targets, defining indicators, collecting and reporting on performance information are not 
able to effectively and completely articulate the systems governing the performance 
measures in writing. This is evident because the annual performance report was not 
submitted for audit purposes. 

67. The financial statements contained numerous misstatements that were not corrected. 
This was mainly due to staff members not fully understanding the requirements of the 
financial reporting framework. 

Governance 

68. Leadership did not conduct a risk assessment and ensure that the municipality had an 
operational audit committee that monitored the effectiveness of internal audit and 
ensured that the approved plan is adequately implemented. 



Kimberley 
13 December 2016 
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